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THE CRISIS 


By 


Sir Henry Strakosch, G.B.E. 





19 more than two years since the world entered upon 
js first stage of a crisis which, without doubt, has no 

el in history. Yet, until quite recently, that crisis 
yams to have been looked upon by all but a few as a mere 
wurrence of one of those periodic setbacks that are 
popularly believed to be inevitable dispensations which 
sve to be endured while they last, but which are set to 
“bts in due course by their own momentum. There is 
» other explanation to account for the complacency with 
shich the events of these two years have been allowed 
» develop without any serious thought being given to 
wocerted measures for grappling with the crisis at its 
gue. There is no other explanation for the almost 
rivolous superficiality with which explanations of the 
quis, its causes and its workings, have been offered and 


Quite recently a leading Continental statesman—appar- 
atly without a blush—suggested that the crisis was due 
» what he termed ‘‘ collective neurasthenia.’’ He made 
» attempt to support the statement by any sort of con- 
mete evidence of the nature and extent of this patho- 
gical phenomenon, nor did he suggest a remedy to rid 
humanity of the scourge. A pathological phenomenon of 
wother kind, and one far more easily supported by evi- 
ence, might have been advanced. Mankind, it could well 
wargued, has undergone a startling change; its behaviour 
juring the last two years could be shown to point to a 
prceptible loss of that admirable quality—a sense of 
wmour. Did it not accept, without question, the propo- 
ition that the misery of insolvency, destitution and star- 
tution the world over is due to the superabundant supply 
tall the good things mankind ordinarily consumes, and 
ut nothing but a radical curtailment of production of 
il those things—nay, the actual destruction of existing 
tocks—could bring back our lost prosperity? Did it not 
wept the dictum that the world’s troubles can only be 
wt right by each country redressing ite unfavourable 
lance of trade by drastically curtailing imports and 

g exports, without stopping to inquire who would 

& buying those universally fostered exports in a world 
thich is universally curtailing imports? More inconsis- 
acies of a similar order could be enumerated in support 
this pathological theory of the crisis. But it seems 
tore profitable to examine the events of the past few 
years on the supposition that we are afflicted neither with 
lve neurasthenia '’ nor with the loss of our sense 
humour, and that the crisis is not to be looked upon 
“a inevitable dispensation of Providence, but that the 
can best be made to emerge from an analysis of the 
wevant facts in the light of accepted economic doctrine. 
we embark on this line of investigation it will be 

weful to review, briefly, the interpretations that have en- 
~~ ~ favour from time to time as the crisis 


e , Opinions were by no means unanimous that 
® fall of the general level of prices was an undesirable 
bits was working classes—it was said—would be able 
y things more cheaply and, with a constant level of 
money Wages, would, no doubt, buy more of these things 
revive production and trade. . 
Jut ag time went on, it came to be realised more 
Y—until to-day there is probably a fair measure of 
on the point—that the effect of a fall in the 
Mueral level of prices has far wider and more complex 
: 8. It is being appreciated that, while a sharp 
= anal 9m of prices in no way oes - 
uipment of a country or the possibility of, an 
wed for, ‘that physical equipment being employed for 
Eative Po a it does profoundly affect the distri- 


ion. of t production th i classes of 
the A among the various 
ommunity; that the ter purchasing power of 
“me confers a greater bs gebeen tan 


of the community who have claims to » while 
obliging those who owe money to give more to dis- 
charge their debts; that the weight of the increased 
burden of debt, coupled with the increased real cost of 
production due to the rigidity of money wages impedes 
production and enterprise, reducing profits or even con- 
verting them into losses; and, finally, that the mere 
expectation of prices continuing to fall destroys the incen- 
tive to produce and thus aggravates the plight of the 
debtor class, who, from a depleted production, have to 
supply more and more goods for the discharge of their 
money debts until they are finally driven into insolvency. 

To-day, it is difficult to imagine that, even among the 
uninstructed, there is anyone who does not regard the fall 
of commodity prices as the root cause of the present crisis. 

It is again instructive to recall the changing opinions 
that were held regarding the origin of the fall of com- 
modity prices. It is a natural—almost instinctive—notion 
that superabundance of a particular commodity tends to 
depress its price. Falling prices being thus associated 
with superabundance, it is perhaps not unnatural for the 
casual observer to ascribe the fall of the price of all com- 
modities to a superabundance of each and all of them, and 
to seek an explanation for this general superabundance in 
the vague but suggestive term of increasing ‘* rationali- 
sation of production.’’ This theory of general overproduc- 
tion held the field for a long while. But it gradually came 
to be realised that there was a flaw in this line of reason- 
ing, that if there was a superabundance of all the things 
we generally consume, there was no reason why they 
would not all be exchanged one for the other—unless, 
indeed, the power of consumption had reached saturation 
point. Ocular evidence of poverty and distress, however, 
was so abundant that the idea of consumption having 
reached saturation point became repugnant even to the 
meanest intellect. 

Another explanation then came into popular favour. 
Farm products, it was said, were being produced in such 
abundance that their price had fallen out of all relation to 
the prices of manufactured goods. This had so reduced 
the power of the vast farming population the world over to 
buy these manufactured goods that they, too, became 
superabundant. This thesis was later expanded to cover, 
not only farm products, but all other raw materials. 

But when it became evident that a drastic curtailment 
of production all round still left the world superabundantly 
supplied with all the goods mankind ordinarily consumes, 
and that—concurrently with it—insolvency, unemploy- 
ment, poverty and want increased, faith in this thesis 
waned. Public opinion—at any rate in this country— 
began to recognise that there might, after all, be some sub- 
stance in the interpretation of those who, very early in the 
crisis, dared to deny that the fall of the general level of 
prices was due to either general over-production or a dis- 
equilibrium in the character of production, and to assert 
that this fall was, in the main, due to monetary causes. 
Their case was, and still is, that the phenomenon origin- 
ated in the exchange of goods and services being impeded 
by an inadequacy of the supply of currency and credit, 
which, in turn, in a world that bases its structure of cur- 
rency and credit on gold, had,ite origin in the mal-distribu- 
tion and sterilisation of vast amounts of gold in two of the 
principal money centres. 

Those who are examining the problem to-day have a 
great advantage over those who did so in the earlier peri 
of the crisis. They have at their command a good deal of 
statistical material—which was then not available—by the 


aid of which conclusions reached by abstract reasoning can 
be tested and verified. 

An attempt is made in the attached charts to assemble 
and present in graphic form a few of ore 
that are relevant to an analysis both of the origin and of 


































i . 
a4 
: 
i 
} # ; 
f 
' a ‘ 
i & 
; i 
' ; 
nd . 
; 1 4 
+ 
i 
iG 
| 
7 - 4 
i } 
i f i 
i ] F 
} ae 
i 4 
: 
i 
i 
i 
| i i o 
ie 
' ay 
i f 
; 
' : 





THE ECONOMIST. 


CHART I. 


(Deviations from “‘ Normal" begin at points indicated by | ), 
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(See below.) 
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it j ible to follow the chronology of events, 
ne Pio determine the points okie on 
raved began to take courses which were clearly ab- 
a in relation to their earlier behaviour, and which 
therefore, be regarded as being the points at which 
esis first made itself felt. 

fhe task of disentangling cause from effect is, and will 
be a source of doubt and controversy in economic 
sions, and though we should, in the main, rely on 
and reason for distinguishing one from the other, 
tical compilations presented in this form enable a 
ple test to be applied to our reasoning. Let us apply 
test. In doing 80, it is well to keep prominently in 
that, as the standard of value—that is, the measur- 
i of values—of almost three-fourths of the world’s 
ation has until quite recently been gold, the factors 
rayed in Chart I. affect more or less the whole of that 
st proportion of human activity. 


























Gold, Bank Rates and Prices. 


imong the group of lines representing gold holdings of 
ral Banks, it is well to follow, first, the line of progress 
ibe gold holdings of Central Banks of the world as a 
le, It will be gathered from the smooth way in which 
line ascends that these stocks have been augmented 
uinly from newly-won gold—at a fairly regular rate. 
i augmentation corresponds, in fact, to a rate of about 
percent. per annum compound. If it had been evenly 
ismbuted over all—or at any rate the principal—coun- 
on the gold standard, and on the assumption that the 
oof gold to currency and credit had remained constant 
the whole area, that augmentation would have per- 
ited world production and trade to increase at a steady 
¢of 3.2 per cent. per annum without disturbing the 
al level of prices, which would have remained stable 
these circumstances. 
but we know that the flow of monetary gold into the 
us countries during the last three years was far from 
i, and that France and the United States have not only 
bed all the newly-won gold that has become 
llable for monetary purposes, but have also attracted to 
mselves some of the gold held by other countries as 
tmonetary reserves. It is, therefore, relevant to our 
ury to segregate the movement of monetary gold re- 
# by showing separately the lines of progress in regard 
and the United States, on the one hand, and in 
ard to the rest of the world on the other. Following 
tlines, it will be seen that, from the beginning of 
"to the end of 1927, there was a tendency for the 
mulines other than France and the United States to 
m gold at a slightly greater rate than the rate at which 
was added to the total world stock. That tendency 
more accentuated during the first six months of 
“ and coincided with the rather pronounced movement 
uted States funds for investment abroad. In the latter 
of 1928, the ratio of increase of the gold stocks of 
mtee and the United States, on the one hand, and of the 
ae world on the other, corresponds closely to the 
crease of world stocks as a whole. But in the 
T part of 1929 a movement set in, which may truly be 
td abnormal, and which continued right through the 
ming period covered by the Chart. The gold hold- 
ot France and the United States rose steeply, while 
of the rest of the world fell equally steeply. The 
at the beginning and the end of the period 
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(In millions of dollars.) 
Jan. 1, June 30, 
1929. 1931. 
ah ccs 1,254 2,212 + + oe 
“s te Wes casi 3,746 4,593 + 847 + 23% 
a 4,918 4197 — 721 — 15% 
Total ( : Bee: SE 
: world excluding 
di Romie) oo. 9,918 11,002 +1,0804 + 11% 


win the Central Banks of the ‘‘ rest of the world ”’ 
gold reserves being drawn upon heavily early in 
my applied the orthodox measure of protection. 

credit dear by raising bank rates in successive 


ic consequences of the crisis. Presented im this }, 
h the factors : 










stages until they reached their peak in September, 1929. 
This compelled debtors to hasten the Pat ta of their 


‘loans; ‘that is; to sell the commodities and securities upon 


which these loans were contracted. The of tion 
thus set in motion gathered SSmesdpiene ay & Ueonie nan 
and more apparent that the contraction of credit in the 
gold-losing countries was of no avail in re-attracting gold 
to their depleted monetary reserves, and that the flow of 
gold to France and the United States—with only a brief 
respite in November, 1929—continued unabated. Even 
the drastic reduction of bank rates, initiated in October, 
1929, in an endeavour to stay the movement, and con- 
tinued until April of the present year, was incapable of 
breaking the vicious spiral of deflation which had fon set 
m motion. The wholesale and world-wide liquidation to 
meet commitments thus reacted with continuing and 
cumulative force on the price of all commodities. The 
line denoting the course of wholesale commodity prices on 
Chart I. shows in the third quarter of 1929 the beginning 
of the steep decline of prices which has persisted uninter- 
ruptedly to the present time. 

The course of prices by groups (farm products, raw 
materials and manufactured goods) shown on Chart I. 
below the line ‘‘ Wholesale Commodities,’’ is interesting 
from the fact that the deviation from ‘‘ normal ’’ in all of 
them sets in at almost precisely the same time, i.e., to- 
wards the end of the third quarter of 1929. These move- 
ments, coupled with those shown in the group of Price 
Ratios (farm products to manufactured goods, and raw 
materials to manufactured goods), clearly negative the 
suggestion, referred to on the previous page, that it was 
the impoverishment of the producers of farm products and 
raw materials, due to the prices of the commodities they 
produced having first fallen, which caused the demand for 
manufactured goods to be curtailed and so brought 
about the general fall of prices and with it the crisis. The 
movements of the ratio lines for both farm products and 
raw materials to manufactured goods followed a normal 
course up to the end of 1929, that is, roughly three months 
after the general fall of prices had commenced. Only 
then did they begin to deviate sharply from ‘‘ normal,’’ 
the prices of farm products and raw materials falling far 
more sharply than those of manufactured goods. This 
divergence of price movement in the circumstances in 
which it occurred is a perfectly natural development and 
a well-known phase of all deflationary movements. This 
disequilibrium has no doubt aggravated the crisis, but it 
certainly cannot have created it, for it followed the general 
fall of prices and did not precede it. 


The Course of Deflation. 


In summary, then, what conclusions are we to draw 
from the facts recorded in Chart 1? 

It is clearly apparent from the course of the movements 
of gold reserves, bank rates and prices there portrayed, 
that the period covered falls into two wholly distinct 
phases; the first covering the period from the beginning 
of 1925 to the end of 1928, and the second from then to the 
middle of the past year, and doubtless to the present day 
if figures had been available to enable one to continue the 
chart. The characteristics of the two periods at once 
spring to the eye. In the first, we find gold movements 
converging, and then gradually conforming to the line of 
progress shown by the gently ascending course of the 
monetary gold reserves of the world as a whole, indicating 
that the new monetary gold that had become available was 
being distributed between France and the United States 
on the one hand, and the rest of the world on the other, in 
proportions fairly corresponding to the rate of the increas- 
ing supply of monetary gold. More than that, France 
and the United States had allowed the rest of the world to 
absorb some of their abundant supplies, and so to reinforce 
its own relatively scanty reserves. We find as in the cir- 
cumstances was to be no violent change in the 
level of bank rates, though it will be noted that bank 
rates declined steadily from the beginning of 1925 to the 
second quarter of 1927 (a movement which finds its ex- 
planation in the fact that the greater part of the world 
was then reverting to the gold een We find, too, as 
was also to be expected, that prices, whether of wholesale 
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CHART II. 
(Deviations from “‘ Normal’ begin at points indicated by | ). 
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Sources :-— 
: (K) U.S, Bureau of Labour Indices. rr 
(L) The Economist's aggregate of net profits shown in Profit and Loss Accounts P os 

during each quarter, adjusted to reflect profits for the actual years in w y 


were 

(M) League of Nations’ Monthly Bulletin. 

(N) Index calculated from actual stocks of 10 commodities published by the London end 
Cam Economic Service. 


(O) League of elem Monthly Bulletin. 
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ities a8 a whole or of the various groups of com- 
“ie fuctuated but slightly around a stable trend. 
the first period had all the characteristics of 
development, the second shows those of violent 
vshance. When France and the United States (for 
‘oa to be discussed later) began to increase their gold 
4 at a rate wholly out of proportion to the rate of 
vexs of the gold reserves of the world as a whole— 
in other words, the rest of the world had to go 
“ut ite rateable share in the gold that became avail- 
for monetary purposes, and, in addition, found its 
“09 and scanty gold reserves being heavily depleted— 
bances of the gravest kind ensued, and inevitably so. 
yiidefence, bank rates were raised sharply in the ex- 
stion, no doubt, of arresting and finally reversing the 
ment of gold. If the movement had been a normal 
, this would doubtless have happened and equilibrium 
4 have been restored ; but the movement was clearly 
normal, and persisted in spite of sharply increasing 
rates; and the fall of commodity prices, which this 
utic raising of bank rates had initiated, continued at an 
ingly precipitous rate. Desperate efforts were then 
ie to stay the fall of prices by reducing bank rates. 
these were without avail, for the simple reason that 
decreasing monetary gold reserves of the rest of the 
continued to exercise a deflationary effect. Continu- 
snd heavy pressure was thus exercised on the economic 















of which the United States and France are, on balance, 
ee, the only recipients. 

. test is easily applied from figures that are readil 
available. We know, broadly, the amount of veieretiin 
and war debt payments collected by the two countries, 
and we also know to what extent their gold reserves have 
increased. It is easily ascertainable therefore to what 
extent gold receipts have exceeded or fallen short of 
reparation and war debt receipts. If gold receipts equal 
reparation and war debt receipts, it would be true to 
say that these were paid in gold; if the former fall short 
of the latter, the difference may be assumed to have been 
received in goods, services and/or securities; and if the 
former exceed the latter, then it can be said not only that 
the two countries have received these payments in the 
form of gold, but that they have also demanded and re- 
ceived payment in gold for goods, services or securities 
which they have sold to the debtor countries or for short- 
term debts which they have withdrawn from them. 


Reparations and War Debts. 


The figures set out below are grouped so as to coincide 
with the two periods of equilibrium and disturbance 
referred to earlier in this paper :— 


(In millions of dollars.) 

























5 ia Increase of Gold 
ity of more than four-fifths of the people living under Reserves less 
ie sway of the gold standard, that is, on the economic than (—) or in 


of 1,200 million people. The vicious spiral of 
ation took and continues to take its dismal course. It 


Reparations ane excess of (+ 
— in Go near 
nl only be broken when the fundamental causes which 


Reserves. War Debt 








Jan. 1, 1925, to Dec. 31, 1928 ” 

' i an. 1, ‘ .3l, ; 

fered it are removed. FrAn©® esssessssecsssseesssees ST + 44 - 13 
Balances of Payments. United States ............... — 4 — 1,151 

Khas been said, and it will no doubt continue to be 1,364 + 200 — 1,164 


a, especially by Frenchmen and Americans, that the 
nent of gold to their respective countries is a natural 
inevitable consequence of the active balance of pay- 
# which these two great creditor countries enjoy. 

tit can be asserted with confidence that gold move- 

ts of such persistence and of such magnitude could 
# take place if their creditor status was the result of 
nary trade relations with the rest of the world. Let 
rlect for a moment how an active balance of payments 
dinary trade relations arises and how it is settled. It 
us almost invariably in countries whose accumulated 
ngs have been employed to establish highly developed 

trial systems. The labour force of such countries is 

“ad and efficient and therefore more profitably em- 
lin those systems than in the production of primary 

Mmaucts; hence the need of these countries to import 
mary products from countries which—owing to their 
lm highly developed economy, to their scanty industrial 
iment, and to their less efficient labour force—have 
meicree to rely for their livelihood on the production of 
Mmury products. But the urge of progress has led, and 
Continue to lead, these less developed countries to 
mtte to improve and augment their equipment at a rate 
et than their accumulating savings would permit. 
*y usually find no difficulty in acquiring that additional 
pment from the industrial countries, not by paying 
; “em in gold, but in exchange for securities, because 
al countries—eager to sell their manufactured 
ucts and to participate in the progress of the younger 
n., ee are content to take payment in such securities. 
was the course of things before the war, and there 
* conceivable reason why it should be different to-day. 
‘industrial countries continue to rely upon the less 
trloped regions of the world for supplies of needed 
en products and upon selling to them the equipment 
\ » and the latter’s current savings continue to 
inadeq 
is 
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+ + 615 
+ 847 + 292 


898 + 1,805 + 907 


The figures speak for themselves. In the first period 
—one of ordered progress—France and the United States, 
taken together, accepted reparation and war debt pay- 
ments in things other than gold (except for some $200 
millions), whereas in the second period—one of profound 
disturbance—they collected not only the whole of them 
in gold, but added another $907 millions to their gold 
reserves, no doubt in payment for goods, services and 
securities sold to the debtor countries or credits with- 
drawn from them. It may well be that this additional 
accumulation of gold would never have taken place if it 
had not been for the deflationary effect which the collec- 
tion of reparations and war debts in gold had exercised 
on the rest of the world. That deflation obviously reacted 
adversely on the volume of international trade and on 
credit, particularly in the debtor countries. 

The close correlation, in the second period, between 
reparation and war debt payments to France and the 
United States, the movement of gold to those two 
countries, and its deflationary effect as evidenced by the 
headlong fall of commodity prices since the end of 1928, 
is strikingly apparent. This conjunction of events was by 
no means inevitable. If the gold standard had been 
allowed to function as it is meant to function, the influx 
of gold would have increased the available purchasing 
power of the community in the gold-receiving countries, 
and would have raised their domestic level of prices. 
They would thus have become, for other countries, 
favourable markets to sell in and unfavourable markets to 
buy from. Imports into the gold-receiving countries 
would have been fostered and exports im . If these 
movements had been allowed free play, the effect would 
have been to establish a new equilibrium between imports 
and exports, and thus to stop or circumscribe the flow of 
gold. But the two countries disliked seeing such a new 
equilibrium established because they doubtless feared 
that it would produce inconvenient reactions on their 
domestic industries. The inflow of gold was therefore 
prevented from exercising its influence on their price 


| gs | 


















. adequate to permit of this additional equipment 
"a aid for in gold. eas 
thus driven to the conclusion that gold move- 
of the magnitude and persistence which have 
the aante those of the last three years cannot be due 
ent of international balances resulting from 
| Epeate relations; that they, therefore, doubtless 
leaked exceptional causes, and that these causes must 
sted for in the reparation and war debt paymente, 
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levels, and tariffs and other barriers were placed in the 
path of imports. 

Thus, the creditor countries, in an endeavour to escape 
the reactions on their domestic industries which the 
receipt of goods in payment of reparations and war debts 
might have occasioned, forced the debtor countries to 
discharge their obligations in gold. In doing so, they set 
up a keen demand for it, which drove up its value, and 
so plunged themselves and the rest of the world into the 
far more disastrous plight of deflation. 


The Consequences of the Fall of Prices. 


The manifestations of the crisis, their intimate connec- 
tion, and their reactions one upon the other are painfully 
apparent, especially. since the crisis entered upon its more 
acute stage. They arise from the redistribution of real 
incomes among the several sections of the community, 
which the greater purchasing power of money involves. 
But that community is not of one country but of the 
whole vast area of the gold standard world. 

A brief enumeration of the conditions that may be 
regarded as constituting an equilibrium in the distribution 
of national incomes will elucidate the point :— 


(a) The share of the national income falling to those 
who lend money must be great enough to 
induce them to save and lend, yet no greater 
than debtors are able to bear; 

(b) The share falling to the producing class (which 
includes services needed for production) must 
be great enough to meet their personal waats, 
maintain their productive equipment, pay 
wages, taxes and debt charges, yet no 
greater than the consumers of their produc- 
tion are able to bear; 

(c) The share falling to the wage-earning class must 
be great enough to induce them to hire out 
their labour, yet no greater than the produc- 
ing class are able to bear; 

(d) The share falling to the State and other public 
authorities by way of taxation must be great 
enough to enable them to meet the expenses 
of administration (mainly in the form of 
wages, salaries and other services), yet no 
greater than the taxpayers are able to bear. 

This equilibrium is disturbed by changes in the pur- 
chasing power of money. Supposing the purchasing power 
of money increases by 41 per cent. (which it did in the brief 
period from the end of 1928 to September last), then any 
contract expressed in money terms and entered into before 
the end of 1928 obliges debtors to give 41 per cent. more 
goods for the discharge of their obligations than they 
bargained for when they concluded the contract. 
In our modern civilisation, with its ever-increasing 
division of labour, by far the greatest number of trans- 
actions involve contracts the settlement of which is 
deferred over widely varying periods. As the total 
amount of goods which the community produces 
varies but slightly from year to year in undisturbed 
economic conditions, but falls sharply if conditions are 
disturbed by a sharp fall of prices, it is apparent how 
violently so great and rapid an increase in the purchasin 
power of money, and the consequent redistribution o 
incomes, may react on the community, and how, in par- 
ticular, it hits the debtor class. This reaction is accen- 
tuated by the fact that, in a period of falling prices, the 
real cost of production increases (owing to the imevitable 
lag in the adjustment of wages to prices), and that, while 
prices fall, a perfectly natural inclination develops not to 
convert appreciating money into depreciating goods, so 
that both profits of production and the demand for 
decline. Production as a whole thus diminishes and 
causes the difficulties of debtors and of those who are 
engaged in enterprise to be further increased. 

These developments are graphically shown im the first 
arene erence Atami odtepe oe Ab pe fod 

t—assumes that generally are discharged as to 
two-thirds in wholesale and as to one-third in retail com- 
modities. It shows how steeply the real burden of debte 
has increased during the last two years. 
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The course of profits of enterprise j : — 
Kingdom is shown in line (L). Being Neda i 
figures, it is not possible to show when pen q 
started to decline, but the sharp dro : ; 
shown on the chart is instructive. Li kt 
sroheaines - the United Ki ‘ 

ermany and France has - The sharp 
ning in the last quarter of 1929 is significan: 
traces the proportion of stocks (which cover. 
principal raw materials) to annual Production. 
indicates that the abnormal rise of these stocks 
to manifest itself towards the last quarter of D 
there is finally added a line (0) showing the percent 
of employment, compiled from the relevant figures of 
United Kingdom, United States and Germany. 
sharply employment has decreased during the last 
years is clearly apparent. 

The difficulties of the debtor and entrepreneur , 
naturally react on those who deal in “‘ eredit.”’ thet ; 
the banks and financial institutions. They are ¢ 
as well as debtors—creditors of those to ee they 

it their money wi 

The plight of the debtor inde 80 penaalioean 
impairs confidence in the solvency of credit institut 
They, in self-defence, exercise pressure on their dehter 
compelling them to liquidate commitments which in 
willing markets merely goes to accentuate. the’ fall 
prices and to increase the difficulty of other debtor, 
through them again that of the credit institutions, 

Curtailed production and trade and falling profite redae 
public revenues. Pending an adjustment of expenditiy 
revenues have to be increased by higher taxation, addit 
further to the burden particularly of the’ debtor 
entrepreneur classes. 

Practically the whole of the civilised world bei 
afflicted by the same difficulties, the export trade 
round declines sharply. Debtor countries who rely up ait 0 
their export surplus to provide funds to meet their eh 
debt are unable todo so. Currencies break down, seventi 
ating the impairment of credit and the difficultiesof inte : 
national trade. ‘* Moratoria '’ become the order of thay p 
day. But unless, on the declaration of a me 1 F 
immediate steps are taken to help the debtor back t 
solvency by funding or other arrangements, # moratoriumiias y 
far from solving the difficulties, aggravates them: 
moratorium has been aptly described as “ insolvency fc 
forward delivery.’’ No debtors, if they can possibly 
it, want to be insolvent when the time for “‘ del 
comes. They, therefore, strain every nerve to tet 
assets and to curtail purchases in the intervening period, 
while creditors, bent upon creating liquid resources 1 
the debtors should indeed become insolvent on the day ¢ 
** delivery,”’ do likewise. The result is to double 
pressure of realisations, and so to accentuate the fall 
prices and the lack of confidence it creates. 

Measures of the most diverse kind are being applied 
deal with manifestations of the crisis that happen @t' 
moment to be most irksome. But, being mere pallist 
they prove, for the most part, worse than useless. Th 
‘* vicious spiral ’’ set up by deflation will only be bret 
by removing the cause which has created it, and # 
clearly, is the fall of the general level of prices, 1.¢., 0 
appreciation of gold. And that, in turn, a6 our ensy™ 
shows, is, in the main, due to the collection of repersuo™ 
and war debts - the eae of pert cour 
upon receiving them in gold. It is a me 7 
that, for the sake of collecting $400 millions per annum 
respect of reparations and war debts, there should | 
been inflicted upon the world a measure of deflation 
with it a curtailment of production and . 
is, a debasement of its well-being), that may ™ 
assessed at some ten to twenty times that smoun, 

But do not let us be misled into thinking thet  ™ 
postponement of reparation and war debt | . 
remedy the evil. To establish ae 
essential for the restoration of credit and the reson’ 
of normal intercourse in trade and finance, the WOR” Tf 
to be left in no doubt that the disturvan0e® N.  .y 
brought it to the verge of complete ruin cante®, BT” 
be repeated. a 
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